Major Mining Activities in Tanzania………………………………………………………………………. 8 Table 2 : Production of Minerals………………………………………………………………………………………….16 and the late-1990s, under structural adjustment, economic recovery and poverty reduction programmes. All programmes were based around economic liberalisation, price stabilisation and investment promotion, restricting the state to providing a conducive environment for private sector-led growth. Liberalisation of the mining sector did not come until the late 1990s, with the Minerals Policy of 1997.
The Mining Act 1998 provided the legal framework for mineral exploration, exploitation and marketing, replacing the 1979 act which had failed to attract large-scale investment. The new act recognised the role of small as well as large-scale mining, and gave Tanzanians exclusive rights within the small-scale mining sector, such as rights of claim holder, broker and dealer. The act gave the state ownership of minerals with the capacity to grant the rights to explore, develop and produce minerals. The next 10 years saw a huge growth in mineral exploration and mining activities, including the commissioning of six large-scale gold mines:
1
The Arusha Declaration is a government blueprint proclaiming Tanzania a socialist state, and calling for the major means of production to be placed under state control.
Bulyanhulu Gold Mine, Geita Gold Mine, North Mara Gold Mine, Golden Pride Mine, Tulawaka Gold Mine and Buzwagi Gold (See Table 1 ). 
The Regulatory Framework
Mining in Tanzania The first minerals policy in 1997 was created with the intent of recognising the opportunity and importance of mining to economic development in Tanzania. It envisaged the private sector taking the lead on exploration and development, and giving rise to improvements in small-scale mining, the enhancement of social and economic infrastructure and an increase in government revenue.
It identified fiscal policy as an important instrument for providing incentives to investors and in 1998, the Mining Act, approved by Parliament, translated the policy into actionable operations. Guided by ideology emphasising the active role of fiscal policy as an instrument of economic growth, the act was very generous. Gold mining projects were exempt from corporate income tax, something that was not repealed until 2010. Mining investors benefited from 100 per cent capital expensing and a 15 per cent threshold on unredeemed qualifying capital expenditure, meaning that even at a 15 per cent rate of return, they still did not pay corporate taxes.
Valued Added Tax (VAT) was characterised by multiple zero ratings. A destination VAT principle meant that minerals were basically zero-rated as they were produced mainly for export. VAT on capital goods was initially deferred but later exempted. Most supplies of goods and services to mining investors also benefited from tax relief, essentially another form of zero-rating. While the policy assigned the government the role of collecting taxes, duties, royalties, fees and rental payments from the mining sector, the desire to provide a competitive tax policy meant collection was marginal and unpredictable. Thus, under the 1997 policy, the contribution of taxes was not proportional to the profits made by mining companies during the period.
A new mining policy was approved by Parliament in 2009 to rectify this anomaly. The new policy identified opportunities for revised taxation and royalties. A new act came into force in November 2010 and paved the way for mainstreaming taxation of mineral production to align it with the Income Tax Act 2004 and other laws. In addition, the basis for charging royalties was reviewed from net-back-value to gross sales receipts. Copper, gold, silver and platinum group minerals' royalty rate increased from 3 per cent to 4 per cent, while other minerals, including gemstones and diamonds, retained the 5 per cent rate. In the interest of public accountability and good governance, terms provided for in old contracts are still honoured.
There are other differences between the two policies. While under the 1997 policy, the mines minister was empowered to enter into a development agreement with any company, under the 2009policy , the company must have invested capital of more than US$100 million.
Similarly, under the 2010 act, the government can obtain free equity in any mine, while no equity participation was provided for in the 1998 act. • Fiscal Stabilisation A key feature of the MDAs, included in both the mining acts of 1998 and 2010, is that they guarantee the investor a stable fiscal regime. The stabilisation clause says the fiscal terms of the agreement will not be affected by any changes to the country's fiscal system, unless they improve on those provided in the agreement at the time of signing. A major weakness of the clause, however, is that it has conferred unaccountable power to the minister of minerals to sign agreements without consulting any other government authority. Profit-based taxes have adjusted and captured some revenue from the increased profitability of the sector, but the concessions granted on non-profit based taxes are still enjoyed by companies despite the gloomy predictions becoming quite promising.
f Mining Sector Reviews
Supported by the conducive geological environment, the reforms the government implemented in the latter half of the 1990s to facilitate private-sector participation in the mining sector have had a positive impact. The mining sector has experienced a boom, driven by the commission of large-scale gold mines at Nzega, Geita, Bulyanhulu, North Mara, Buhemba and Tulawaka. Between 1987 and 1997, small-scale and artisan mines were the major producers, but since then, large-scale mines have set the pace in minerals production.
However, even as the mining sector saw high real growth rates, significant attraction of foreign direct investment and generally sound economic performance, concerns were raised about its contribution to society. It was said that the laws, policies and institutional set-up in the sector has not led to an equitable share for the government or people of Tanzania. In order to address these concerns, the government undertook three key reviews aimed at improving the contribution of the mineral sector to the economy and institutional capacity to oversee the sector.
The first review was carried out in 2004 by the Mining Policy Review Committee. The committee, which was formed by the Prime Minister Frederick Sumaye, was tasked with undertaking an in-depth review of the mineral policy and regulatory framework. Its report, commonly known as the Kipokola Report, observed that the organisational structure of the Minerals Division was inadequate to cope with a fast-growing sector. The Kipokola Report recommended that Tanzania learn from Ghana and Botswana 4 in managing its minerals 4
The Kipokola report observed that in Botswana, the Mineral Economic Unit under the Ministry of Minerals, Energy and Water Resources safeguards national interests through close monitoring of mining investments and operations, and for each draft mining contract, sets up a multi-disciplinary technical team to review it. In Ghana, under the Internal Revenue Authority, a special Petroleum and Mineral Unit keeps track of the costs of the big mines. The report, among other things, studied the mining contracts and other documents related to big mines, analysed the taxation system used in the mining sector and reviewed the government's oversight system in large mining activities. The report found that the oversight system in place was inadequate, the tax incentives overgenerous and the government's take from the sector inadequate. In addition, the report recommended a review of the 1997 Mining Policy and the 1998 Mining Act. In addition, it considered that the main obstacle to developing the sector was structural and therefore suggested that the government take an equity share in large-scale mining companies.
The overriding finding in all three reviews was that Tanzania had not benefited as much as it should have from the exploitation of its natural resources. Lack of capacity to manage the oversight was given as a major stumbling block. It was emphasised that there was an urgent need to build capacity within the government, if it was to ensure sustainable development of the sector, consolidate gains from growth and have an effective oversight function. Based on the recommendations, a new mining act and a new policy were brought in 2010. 
Mining Sector Performance
Tanzania is rich in mineral resources with high economic potential. Economic minerals produced in the country include gold, diamond, coal, copper, silver, dimension stones, tanzanite and other varieties of gemstones. There are both small scale, artisanal operators, such as those using manual and rudimentary techniques and large-scale mechanised mining. The government benefits through the creation of employment, royalties and taxes paid by the mining operators.
Sector Growth and Contribution to GDP
The contribution of the mining sector to Gross Domestic Product (GDP) increased steadily 
Production of Minerals
The formulation of the Mineral Policy in 1997 and the Mining Act of 1998 boosted investment in the mining sector, resulting in the opening of six major gold mines, as previously mentioned: Other large mining companies include Petra Diamonds Ltd (UK) and Tanzanite
One. The production of all minerals, except diamonds, has increased over the years, underscoring the increasing importance of investment in the mining sector. The production of gold increased from 15,060kg in 2000 to 39,448kg in 2010 (See Table 2 ). 
Mineral Exports
The value of mineral exports increased from $22.5 million in 2000 to $1.5billion in 2010, mainly attributed to the export of gold which contributes about 93 per cent of total minerals export ( 
Mining Revenue
The current fiscal regime applicable to the mining sector in Tanzania Major indirect taxes in mining include import duties, VAT and taxes on fuel. Mining companies remain exempt from import duties throughout their first year of production, and face a capped 5 per cent rate thereafter. All capital goods remain exempted in any case.
The mining sector's main contribution to tax revenue is employment taxes, accounting for, on average, over 75 per cent of the sector's tax payments. The implication is that the mining sector has not actually started paying taxes yet, making royalties of greater importance. The VAT status of large mining companies is that they remain net-VAT refund claimers.
Corporation tax has yet to be paid, but this could prove a lucrative revenue stream in the near future.
c Effective Tax Rates
The tax rates in the mining sector are well below the overall tax burden in the country (Table   5) . While on average, overall taxes have generally risen, the mining sector's effective tax rates have been relatively stable. The income tax regime applicable to the mining sector has ensured that material corporate tax is not paid despite the growth the sector has experienced. At around 8.2 per cent average effective tax rate, the sector mainly contributes to employment taxes. It is quite clear that the sector has not contributed as economic theory would predict to the revenue generation in the country. 
Mining Tax Regime
This section traces how mineral tax regimes have evolved over time in Tanzania, specifically tracking the legislative changes that have affected mining taxation and in turn, how these have affected the relative tax burden and tax structure in the country. While the legal and regulatory framework for mining activities can be traced back to the colonial period, significant reform of taxation had to wait until 1997, when the first mining policy was promulgated. The ushering in of the Minerals Policy 1997 had necessitated amendments in taxation laws to produce a mining taxation regime, distinct and different from the main tax regime applicable to other sectors. The Finance Act 1997, the Financial Laws (miscellaneous amendments) Act 1997 and other Government Notices and Orders provided the instruments for enforcing a distinct regime applicable to the mining sector.
The new tax structure was aligned with the government's attempts to entice local and foreign investors in to the mining sector, and bring in capital, technology and expertise that the sector was missing. The Mining Act of 1998 provided more incentives to foreign investors than its 1979 predecessor. However, later public concern that it had gone too far led to a new policy in 2009 and a new legal framework, the Mineral Act 2010. The new policy sought to address the challenges facing the sector; low integration with other sectors of the economy, low comparable contribution to GDP, slow development of small-scale mining, poor capacity of the government to administer the sector and environmental degradation.
The New Tax Regime
The key legal frameworks affecting the mineral sector are the While the Income Tax Act 1973 allowed for unlimited debt finance deductibility, the 2004 act introduced some thin capitalisation. To limit interest stripping, it set a limit to what a company could deduct and restricted the provision to companies that were exempt; such as retirement funds, charitable organisations or non-residents.
Companies would be able to deduct (a) all interest derived by the entity during the year of income which would be included in calculating the entity's total income for that year; plus (b) 70 per cent of the entity's total income for the year without including any interest or deducting any interest.
In order to strengthen this scheme, the government introduced in the 2010 Finance Act a debt-to-equity ratio of 70 to 30 and limited the deduction of interest expense to that ratio. This is consistent with the practice in other countries. Any interest expense allowed under this scheme can be carried forward indefinitely. However, for interest to qualify for a deduction the company must demonstrate that the loan has not been given by a connected company, although a concrete definition of this is lacking. Under a specific rule, interest rates and other expenses under a related-party loan should not exceed those which the parent company would incur if borrowing the same incremental amount against its group balance sheet. To ensure more complete information about borrowing, financing plans should be made part of the mining plan approval. This is because there is no 'look-through' rule to capture transactions further up the corporate chain, as is the case in South Africa and Australia.
Even with the adoption of such rules, however, enforcing them could be challenging. Existing withholding tax provisions only apply to payments by Tanzanian resident companies. It may be difficult for the tax administration to find out about share transactions that occur in other countries other than where a holding company discloses them publicly. One approach would be to include in the Mining Act, or MDA , or any other enforcing act a requirement that any change in material interest has to be reported to the Tanzanian authorities.
h Employment Taxes
There are two types of employment taxes applicable to mining companies, the Skills Development Levy and Pay as You Earn (PAYE). The Skills Development Levy is chargeable at 6 per cent of the total wage bill. PAYE is essentially not a mining tax, but a tax on the income of employees in mining companies. Tanzania has a 4-band progressive PAYE structure with minimum rate set at 14 per cent, and maximum rate of 30 per cent. The
Corporation Income Tax rate and the maximum PAYE rate have been harmonised.
i Value Added Tax (VAT)
The VAT system in Tanzania, like in most countries, is a credit invoice consumption tax implemented on a destination principle. The VAT regime in Tanzania is a single rate regime, set at 20 per cent initially, but was reduced to 18 per cent in July, 2009. Being a less developed country, Tanzania exports virtually all the minerals that are mined. Since exports are VAT zero-rated under the VAT regime, mining firms are net-refund claimers of almost all VAT paid in the process of mining operations. Given the very large and frequent investment needs of the mining companies, effective tax administration has necessitated the creation of a special unit to handle mining companies so as to avoid delays associated with VAT refunds.
The VAT system for the mining sector has been relatively stable, but complex, since its introduction in 1998. The guiding principle has been that exports of minerals are zero-rated, while imports by or supply to a registered licensed exploration, prospecting, mineral assaying, drilling or mining company are eligible for VAT relief. Supply of capital goods is also VAT relieved. Overtime, however, the government has made some changes to limit supplies and set conditions for the qualification of the concessions. Initially, all imports or supplies to licensed mining companies, and services for use in exploration, prospecting, drilling or mining activities were eligible. With effect from 2010, this has now been limited to exploration or prospecting activities only. The limitation is based on the fact that mining projects are expected to export most of their output, and since exports are zero-rated, the mining companies are entitled to claim VAT refunds on investment goods or on inputs.
As is the case with most reforms, companies with a Mining Development Agreement signed before July 1, 2009 will still enjoy the same VAT relief as before the reforms.
Mining companies, however, are not happy with the reforms saying that the refund system is inefficient and tying up investment capital. However, the introduction of the risk-based approach for handling refunds in 2004/05 so as to speed up the process of VAT refunds without jeopardising revenue flows to the government has enhanced capacity in TRA handling of refunds. Given the existing capacity within TRA at the moment to administer a risk-based refund system, the argument for the need of keeping VAT relief so as to free up capital is no longer justified.
j Customs Duty
The 1998 fiscal regime provides an exemption from import duties for mining companies and their sub-contractors for goods related to mining. The exemption commences during preproduction and expires on the first anniversary of production. After that period, the companies and their sub-contractors are subject to import duties at the capped rate of 5 per cent. While import duty exemptions are common in fiscal regimes for the mining sector internationally, the regime is mainly applicable in countries with non-zero import duties on capital goods. That was the case in Tanzania in 1998 before the reforms. Currently, the general tariff schedule now under the EAC-CET provides for zero per cent duty rate on capital goods and raw materials for all importers. The import duty exemption clause in the fiscal regime for the mining sector is therefore redundant.
k Excise Duty
Until 2009, the excise duty policy for the mining sector had been very stable. At the time most MDAs were signed, in late 1990s through early 2000s, most mines were in remote areas, with poor transport connections and no, or an unreliable, supply of electricity. The companies therefore envisaged a huge consumption of fuel to generate their own energy.
Thus, the government exempted mining companies from excise duty on imported or domestically off-bond purchased oil for mining purposes. The exemptions were in force until
July 2009 when they were revoked. Mining companies have protested this reform, saying that it was a breach of their agreement. Some companies threatened court proceedings. In order to honour its contractual obligations, the government reinstated excise duty exemptions in July 2010 with retrospective effects.
The exemption is granted only if the fuel is imported by the mining company or their agent, but not otherwise. Mining companies are refunded upon presentation of sufficient evidence to satisfy the commissioner on how the fuel was consumed. With effect from September 2011, the TRA has set up an escrow account to deal with the large amounts of money claimed by the companies in fuel payments.
Due to the volume of fuel involved, the TRA has at times not had enough funds to refund in time the full amount claimed by the mining companies. The escrow account system requires mining companies to estimate petroleum consumption for a given year. On the basis of the estimate, mining companies are required to deposit money equal to projected taxes for the consumption of fuel in a given month. The company is then allowed to import/purchase fuel free of taxes to the tune of the amount deposited. If monthly consumption is larger than the amount of tax deposited, the mining company is obliged to increase the deposit. The committee had recommended that the existing legislations be reviewed to enable the government to acquire pre-set, minimum revenue from mining companies. Alongside the excise duty, however, this revocation was reversed in July 2010, under the spirit of good governance and public accountability.
m Royalties
Under the Mining Act 1998, royalties were based on the 'net-back value' of minerals produced. A 'net-back value' is the market value of minerals at the point of export less processing and transportation costs. For domestic consumption, it is the value at the point of domestic delivery minus the cost of transportation to the point of delivery (including insurance and handling charges) and minus processing costs. Royalties were charged at 5
per cent for diamonds and 3 per cent for gold and other minerals, including rough gemstones. Royalties were assessed on a provisional basis at the time of export by calculating 90 per cent of 3 per cent of the spot value of contained metals with the final royalty assessed after the metal is sold. The 90 per cent is an arbitrary amount agreed with the mining companies, and is intended to reflect smelting and refining losses and transport and other costs deductible for the royalty base and to ensure the provisional royalty is most likely an underpayment.
The Mining Act 2010, while retaining the provisional assessment arrangement of mineral royalties, included two key reforms. Section 87, subsection 6, defines the base of the mineral royalty as 'the market value of minerals at the point of refining or sale, or, in the case of consumption within Tanzania, at the point of delivery within Tanzania'. This is interpreted as the value of the final metal produced from exported minerals valued at the time of final sale, but without the deductions currently allowed for export, or for transportation from the mine to the port. The advantage of the gross value method is that it simplifies royalty calculations and eliminates avenues for the application of transfer pricing used to overstate costs deductible for royalties.
The applicable rates of mineral royalties have been revised to 5 per cent for uranium, gemstones and diamonds, 4 per cent in the case of metallic minerals such as copper, gold, silver and platinum, and 3 per cent for other minerals. General assessment of the applicable royalty rates is that they are reasonable and comparable with other countries (Krelove et al, 2011) . Currently, the government is negotiating with those mining companies with immutable
MDAs to switch to the new royalty regime.
For the effective administration of royalties the ministry set up the TMAA which is responsible for the monitoring and auditing quality and quantity of minerals produced and exported by large, medium and small scale miners and to determine revenue generated. In addition, the TMAA audits capital investment and operating expenditure of the large and medium scale mines for the purpose of gathering taxable information and providing the same to the TRA and other relevant authorities.
n Government Equity Participation
One of the key recommendations of all three reviews was that the government should hold equity in mining operations. The Bomani Report of 2008 noted that most shareholders thought that without equity, the government could not effectively supervise and control production of national resources. Nor could it assess precisely the income and production from the mines as well as related operating cost structure. It was thus recommended that the government own a percentage of shares and enhance full control of income, production, sales, operating costs and orientation of the mining sector. The Kipokola Report of 2004 had similar recommendations.
This recommendation was included in the Mining Act 2010. Section 10, subsection 1 and 2
provides for the possibility of the government holding a stake in mining activities depending on the type of minerals and the level of investment.
There are, however, a number of criticisms. Krelove et al (2011) concluded this was an inadequate way to achieve the objective. The information the government would obtain through equity participation could also be obtained through the oversight function of the government. While equity is also a means of capturing a higher share of revenue, the government was advised to look at alternatives such as resource rent tax; special mining tax, windfall tax or progressive royalties.
Summary Tax Regime for Mining
The key reforms undertaken in the mining tax regime since the advances of large-scale Table 6 is compares the fiscal regimes during the three eras. 
Recommendations

Possible Policy Intervention Areas
The reforms undertaken in mining taxation have resulted in a sound fiscal regime. The
Income Tax Act has mainstreamed the taxation in the mining sector and the VAT Act has reduced multiple concessions granted to mining and drilling operations. The Minerals Policy 2009 and the Mining Act 2010 have also placed emphasis on the need to have a fiscal system that generates adequate revenue for the government.
However, the bulk of Tanzania's minerals are being mined under long-term, binding agreements signed before the tax reform.
As such, the mile stones achieved, in terms of mining policy, legal reviews, tax law reviews and others, have had limited impact in the industry. In the spirit of good governance and public accountability, the government remains obliged to honour these contracts and relies of the good will of the mining companies. . • Modifying existing MDAs to ensure that the government gets its fair share from mining operations by mainstreaming the VAT scheme applicable to mining companies; renegotiating excise and fuel levy exemptions and mainstreaming royalty and withholding taxes system;
• Capturing additional resources for the government by considering resource rent, progressive royalties or special mining taxes.
• Abolish the 100 per cent capital expensing system in favour of pooled assets expensing as noted in the Income Tax Act 2004.
• Review the Income Tax Act to enable taxation of gains made on off shore indirect transfers of interest from mineral assets.
• Develop capacity for management of the sector, including the building of specialized revenue forecasting models.
• Repealing of Section 145 of the ITA 2004 which allows a transitional arrangement for taxing the mining sector. Natural resource exploration and production rights and assets referred to in subparagraph (3) in respect of natural resource prospecting, exploration and development expenditure. 
